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KEY ECONOMIC INDICATORS 


(Millions of Syrian pounds (SP) unless otherwise noted) 
1989 


Income Production 
and Employment 


GDP (1985 prices) 87,609 110,000 
Agriculture (1985 prices) 14,649 22,000 
Real GDP growth (pct) 3.2 10-15 
GDP per capita (USD, World Bank est) 980 n/a 
Size of labor force (2,356,000-1984) n/a n/a 
Unemployment rate (5 pct in 1984) n/a n/a 


Money and Prices 


Money supply (MI) current prices 116,500 147,500 177,000 
Bank interest rate (pct, borrowing) 9.0 9.0 9.0 
CPI Damascus (1985 = 100) 325 360 432 


Exchange rate (Syrian pounds/USD 1) 
Official 11.20 12420 
Promotional 2029 20.25 
"Neighboring Country" (buy rate) = 40.00 
Offshore market 40-44 40-46 


Balance of Payments and Trade (USD million) 


Current Account 975 L335 
Total exports S497 4,221 

Exports to U.S. vn 36 
Total imports CIF 1,228 2,062 

Imports from U.S. 166 258 
Aid from U.S. 0 0 
Aid from other countries 206 151 
External public debt (billion USD) a. 3 3.3 
Annual debt service (est) n/a n/a 
Forex reserves (est gross convertible 

exchange excluding gold) 27 163 
Gold holdings (mil. fine troy oz) 0.833 0.833 


Sources: Unless otherwise noted, all statistics except Embassy estimates for the 
offshore exchange rate, aid, debt, gold and foreign exchange reserves are taken from 
the official Syrian Statistical Abstract or from the official Foreign Trade Statistics. 





SUMMARY : 


Syria is a middle-income developing country, with a diversified economic base in both 
agriculture and industry. However, over the last decade, the highly concentrated 
socialist economy has performed poorly, with per capita income falling an officially 
estimated 30 percent. In the 1980s, the country suffered from severe foreign exchange 
shortages, aggravated by a fall in remittances and aid flows from the Gulf. As the 
government imposed draconian foreign exchange and trade controls, a parallel economy 
emerged, based on large-scale smuggling to and from neighboring Lebanon. Official 
foreign exchange transactions remain tightly controlled. Private firms have had no 


access to official foreign exchange since 1984, and must depend on their own resources 
offshore. 


Nevertheless, Syria’s economic prospects have improved over the last year. Syria’‘s 
participation in the Gulf coalition ended years of isolation from the Gulf states, 
gaining the government substantial financial resources to undertake a wide array of 
projects to rehabilitate the country’s deteriorating infrastructure and to revitalize 
ailing state enterprises. In 1992, public sector investment is likely to be buoyant, 


as tenders are awarded and the government presses ahead with its public investment 
program. 


There are indications that private investment also will pick up, as investors take 
advantage of tax and import concessions under the new investment law. After two 
drought years, good winter rains, which in some areas have already exceeded annual 
averages, will boost both crop production and gross national product (GNP). Petroleum 
sector production is likely to rise from the current 460,000 barrels per day, as new 
discoveries are made and development of light oil reserves continues. 


Prospects for U.S. exporters should be good, especially in the petroleum and power 
sector. However, U.S. Government terrorism sanctions, imposed beginning in 1979, will 


continue to limit the ability of U.S. firms to compete with other suppliers. All 
transactions should be on a secure basis. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Classified as a middle income developing country, Syria has a relatively diversified 
agricultural and industrial base, as well as an expanding energy sector. The country 
has a land area of 72,000 square miles, of which close to one third is arable land and 
the remainder largely steppe. The major population centers of Damascus, Aleppo and 
Hama-Homs boast traditional craft industries, as well as an established entrepreneurial 
class. With only about 20 percent of cultivated land under irrigation, GDP growth 
rates are highly sensitive to the vagaries of weather. 


For the last three decades, the ruling Ba’thist party has pursued socialist policies 
aimed at exercising control over investment, production, pricing, as well as internal 
and external trade. All large industry, including banking and the insurance sector, 
was nationalized in the late 1950s and 1960s. Land reform measures broke up large 
private estates. Agricultural land is still privately owned, mostly in the form of 
peasant holdings of up to 10 hectares, but state supervision is exercised through a 
system of procurement prices for strategic crops, including grains and cotton, and the 
control of inputs and supplies, such as seeds and fertilizers. Retail trade continues 
to be the province of the private sector, and many small industries are privately owned 
and operated. However, the Ministry of Supply controls or supervises prices on both 
imported and locally produced goods, often by imposing a ceiling on profit margins. 


During the 1970s, financial flows from the Gulf and aid from the Eastern Bloc were used 
to expand the state industrial sector. By the mid-1980s, almost half of the permanent 


labor force was employed in the public sector, now consisting of over 100 holding 
companies, with hundreds of subsidiaries. 





ECONOMIC STAGNATION IN THE 1980s 


Following the boom years of the 1970s, when real growth rates averaged 10 percent per 
year, Syria entered a period of economic stagnation and decline in 1982. Real growth 
rates averaged only 2.5 percent per year in the 1980s, lagging behind a population 
growth rate of 3.6 percent per year. According to World Bank estimates, by 1989, per 
capita income had declined from $1,780 to $980. Initially, economic problems stemmed 
from the reverse oil shock that adversely affected the whole region, as well as Syria’s 
alignment with Iran during the Iran-Iraq war, which had the effect of isolating the 
country from the wealthy Gulf states. A sharp decline in Arab subsidies, which were 


only partially made up by free deliveries of oil from Iran, forced the cancellation of 
many development projects. 


As the socialist economy began to falter, policy failures aggravated the country’s 
underlying foreign exchange problems. Although public sector investment spending was 
curtailed, the government was slow to undertake adjustment measures, especially on 
consumer subsidies and other spending programs to absorb unemployment. To cope with 
falling productivity and growing inefficiencies, state enterprises became more 
dependent on direct subsidies and their privileged access to local bank credit to 
remain afloat. Meanwhile, Ba’‘thist party ideologues, who clung to theories of public 
sector and large industry-led growth, hampered the flexibility of policymakers. These 
difficulties were compounded by a series of drought years, which had the effect of 
putting more pressure on available foreign exchange, as the government was forced to 


undertake large-scale imports of wheat and flour to meet shortfalls in grain 
production. 


The one bright spot in the economy during this period was the discovery of light oil in 
the Deir al-Zour basin in eastern Syria under a concession extended to a U.S. oil 
company. A producer of heavy grade crude since the early 1960s, Syria went from a net 
importer of crude, mostly in the form of grants from Iran, to a net exporter. This 
achievement was made possible by the establishment of a modern oil sector based on 
production sharing agreements with Western oil companies. 


THE OFFSHORE EXCHANGE RATE AND THE BLACK MARKET ECONOMY 


In the early 1980s, the widening public sector deficit soon put pressure on the Syrian 
pound. The government’s response was to suspend convertiblity, thereby denying the 
private sector access to official foreign exchange, even for essential imports. One 
immediate result was a shut-off of private transfers from Syrian expatriates resident 
in the Gulf through official channels and the emergence of an offshore foreign exchange 
market, centered in Beirut, to meet the foreign exchange needs of the private sector. 


As local inflation increased and official foreign exchange remained tight, the offshore 
rate, as well as the in-country black market rate, depreciated sharply, further fueling 
inflation in a vicious circle. Private exporters, who were required to surrender 
foreign exchange proceeds at the overvalued official rate, turned to unofficial 
channels to transact exports, putting further pressure on official reserves. In the 
early 1980s, there was a 10 percent differential between the official rate and the 
offshore rate. By late 1989, despite a threefold devaluation in the official rate, 
that gap had widened to nearly 400 percent. 


Repeated attempts by the central bank to establish an official parallel rate to compete 
with the offshore rate fell by the wayside, as the authorities were unwilling or 
politically unable to adjust the rate to reflect market developments. 


The offshore foreign exchange market fostered the growth of a black market economy or 
parallel market, based on large-scale smuggling to and from neighboring Lebanon, to 
meet consumer and business demand for goods and commodities otherwise not available 
through the increasingly cash strapped state importing agencies. Through this market 
passed not only luxury goods, but such basic items as spare parts for all kinds of 
machinery and steel reinforcing rods used in construction. In the reverse direction, 
passed diesel, oil and grain and other agricultural products, as well as Syrian cash 
pounds to capture remittances from the Gulf. Although no official statistics are 


available, informed estimates place the size of this market, at more than $1 billion in 
two-way trade. 
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For officials, the existence of a parallel market, competing for resources alongside 
the official economy, has been both a sore point and a salvation. The central bank has 
been denied critical foreign exchange, and government control over the economy has been 
undermined, as more and more economic activity has shifted over to unofficial channels. 
Nevertheless, the parallel economy has provided and continues to provide income and 
employment for large segments of the population, ranging from cigarette sellers on the 
streets to construction workers who would be out of work if smuggled building materials 
were not available. Smuggled spare parts and other critical inputs, otherwise not 
available, have kept both public and private industry going. Despite intermittent 
crackdowns on black market activity, over the years, this "“off-the-books" economy has 
continued to exist as an important conduit for goods and commodities from abroad. 


Nevertheless, the cost of the parallel market to the overall economy has been high in 
terms of inflation, lost productivity throughout the economy, and the profiteering 
activities of big-time smugglers. As a result of the tight foreign exchange situation 
and even tighter controls over the private sector, investment and capital formation 
have fallen more than 50 percent since 1979. Official statistics, which underestimate 
the impact of the offshore rate, show a 600 percent increase in the Consumer Price 
Index since 1980, with inflation reaching 38 percent in 1988 and 45 percent in 1989. 


FOREIGN EXCHANGE LIBERALIZATION AND THE NEW INVESTMENT LAW 


In recent years, the government has announced a number of reforms to activate the 
private sector, both to increase local production and employment and to conserve 
official foreign exchange. Beginning in 1987, private exporters have benefited from a 
series of reforms designed to encourage exports and imports through official channels. 


Foreign exchange reforms have focussed on easing surrender requirements on foreign 
exchange generated through exports by permitting a portion of the proceeds to be used 
to import inputs and a number of permitted commodities through official channels. Key 
elements in this reform have been to widen the list of items the private sector may 
import, to permit the application of "free market" exchange rates in pricing imported 
goods, and to apply promotional rates to that portion of the export proceeds 
surrendered to the central bank. Moreover, imports financed from retained export 
proceeds can be transacted without having to meet prior import deposit requirements, 
which had previously discouraged imports through official channels. 


Through this piecemeal process, by the end of 1991, private exporters were permitted to 
retain foreign exchange from exports (75 percent for industrial products and 100 
percent for agricultural commodities) to finance permitted imports. Although 
a monopoly on wheat and flour imports, the government has widened the list of 
permitted to the private sector, including items formerly reserved for public sector 
trading companies, such as rice, sugar, and tea, and, as a special concession to 
agricultural exporters, pick-up trucks, which otherwise cannot be imported. 


retaining 
imports 


In 1990, the government established an official parallel rate, known as the 
"Neighboring Country" rate, to provide further incentives for remittances and exports 
through official channels. Apart from boosting private exports and imports (discussed 
below), these reforms have had a positive effect in improving the supply of basic 
commodities and in containing inflation by removing "risk" premiums on smuggled 
commodities. In both 1990 and 1991, inflation was estimated officially at 10-15 


percent. More importantly, availability has improved substantially in the last two 
years. 


During 1991, the government has moved from a complex system of multiple exchange rates 
to a two-tier system. The official exchange rate remains fixed at 11.20 Syrian 
pounds/USD for government and certain public sector transactions. At the same time, 
the government has shifted most transactions to the sanctioned parallel or “Neighboring 
Country" rate. This rate was initially pegged at 40 SP/USD in July 1990, but devalued 
in April 1991 to 42 SP/USD. The middle rate, the so-called promotional rate, set at 20 
SP/USD, has been largely phased out. In 1991, the offshore free market rate, centered 
in Beirut, has fluctuated between SP 42 and 47 to the U.S. dollar. In early 1991, the 
Commercial Bank of Syria, for the first time, was authorized to convert cash, 
travellers checks, and personal remittances at the “Neighboring Country” rate, instead 


of the middle or promotional rate. Nevertheless, exchange controls remain strict, and 
exchange rate unification elusive. 





= 


Syrian currency may not be exported, although it may be imported physically and 
legally. All official exchange transfers must be by letter of credit authorized by the 
Central Bank and the Prime Ministry. Unless specifically authorized, outward private 
capital transfers are prohibited. 


The New Investment Law: In 1991, the government took the step of announcing a new 
investment law, known as Law No. 10, which grants qualifying investors tax holidays and 
duty-free privileges for the import of capital goods and inputs. Unlike holders of oil 
concessions and others who are required to transact all foreign exchange operations at 
the official rate, beneficiaries under the new law are permitted to undertake foreign 
exchange transactions at the favorable Neighboring Country rate. The law guarantees 
remission of profits and capital. However, all foreign exchange transfers must be 
generated from company operations. All applications for investment under the law must 
be vetted through the Higher Council for Investment. Despite the new legislation, poor 
infrastructure, lack of financial services, and complex foreign exchange regulations 
(including Law No. 24, which criminalizes unauthorized foreign exchange transactions) 
continue to pose practical barriers to foreign investment. Joint ventures, in which 
the government holds a passive 25 percent interest, are encouraged. 


STABILIZATION MEASURES AND THE BALANCE OF PAYMENTS 


Improved export performance, thanks to the continued development of the oil sector, as 
well as export incentives to the private sector, appear to have eliminated the trade 
deficit in 1989, 1990, and 1991. Nevertheless, the surplus in the current account has 
not been reflected in a build-up of official reserves, but rather in a reduction of 
liabilities to the former Soviet Union, which made huge purchases of consumer goods 
against prior credits under a bilateral clearing account arrangement. In late 1991, on 
dissolution of the Soviet Union, exports under the clearing arrangement were suspended, 
stranding many private firms with inventories destined for this market. The result was 
a a sharp drop in private sector exports in 1991 from $1.8 billion to $975 million, 
with an accompanying fall in the apparent current, account surplus. 


Efforts to reduce the government and public sector deficits have met with mixed 
success. In 1988 and 1989, the central government deficit was eliminated. However, 
heavy borrowing by the state enterprises continued to exert an expansionary effect on 
the money supply. In both 1990 and 1991, the government deficit reappeared, forcing 
the government to borrow 7.7 billion and 9.4 billion Syrian pounds in those years from 
the central bank. 


Largely because the severe foreign exchange constraint has limited capital expenditures 
for imported equipment and know-how, budgets, in real terms, have shown negative growth 
in recent years. The relative stability in offshore exchange rate since late 1989 is 
often cited by officials as one indication that these demand management policies have 
enjoyed a degree of success. 


In 1991, as one measure to contain the public sector deficit, biennial wage increases 
due in the spring of 1991 were delayed several months, while companies, both private 
and public sector, were permitted to price consumer sales at the new parallel rate. 
Although bread and other essentials continue to be heavily subsidized, official prices 
on many items, especially those imported by the specialized trading agencies, have been 
raised in an effort to reduce subsidies. 


In November 1991, 11 months into the fiscal year, the government announced its 1991 
budget, which calls for a one third increase in capital expenditures. Although actual 
expenditures are likely to fall short of budgetary allocations due to delays in the 
implementation of projects, the expansionary budget marks a reversal of the recent 
policy to compress capital outlays to contain the government deficit. Following are 
current and capital government expenditures figures for the past three years, in 
billions of Syrian pounds with percentage changes over the previous year: 


1989 Percent 1990 Percent 1991 Percent 
Current 35.4 18.6 42.9 21.0 §2.4 Zack 
Capital Zis6 -4.2 24.5 13.4 aie 32:8 
Total 57.0 8.8 67.4 18.2 84.7 a57 
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Debt Policy: Years of heavy military expenditures and public sector investment have 
left Syria with a heavy debt burden and poor credit rating. Syrian authorities have 
been unwilling to provide data on non-civilian debt, as well as accumulated obligations 
under bilateral clearing arrangements. Guaranteed civilian debt is officially 
estimated at approximately $3 billion. Debt to the former Soviet Union and Iran (both 
clearing account arrangements) is estimated to be at least $15 billion. The government 
manages its debt by indefinite deferment and is badly in arrears on payments to the 
World Bank, official export credit agencies, and bilateral donors, including the U.S. 
Agency for International Development. World Bank disbursements were halted in March 
1988 and projects cancelled. Syria has been in violation of the Brooke Amendment since 
1985. Although the Commercial Bank of Syria in recent months has been able to unwind 
lines of credit with corresponding banks, most OECD countries have not reopened 
official credit windows to Syria. Debt repayment under the clearing arrangement with 
the former Soviet Union has been suspended. 


1991 PERFORMANCE AND PROSPECTS FOR 1992 


Syria’s participation in the Gulf coalition ended years of isolation from the Gulf 
states and brought the government access to substantial resources to undertake major 
investment projects in the public sector. Tenders were announced for the construction 
of water treatment facilities, a 600 megawatt power plant, textile mills, cement and 
fertilizer plants, irrigation works, and even a steel mill. Especially important for 
U.S. suppliers has been the announcement of tenders for the petroleum industry, such as 
the construction of gas separation plants and pipelines. Total value of projects 
exceeds $4 billion. However, the award of tenders has proceeded slowly, and it is not 
clear how much financing has been committed by Gulf states to cover project costs. 


In 1991, petroleum exports, despite production increases, fell from $1.9 billion to 
$1.7 billion, due to the break in prices following the Gulf war. Industrial production 
saw some improvements, thanks to increased availability of foreign exchange for inputs 
and spare parts. 


Agriculture provided the principal stimulus to the economy, helping to lift GDP an 
estimated 15 percent. Although precipitation levels and distribution were poor during 
most of the year, good spring rains broke the two-year drought. Moreover, farmers 
responded well to government incentives (in the case of wheat, support prices double 
the world price at the free market rate of exchange). Wheat production was up 24 
percent to 2.1 million tons, and barley 85 percent to 926,000 tons. Both cotton, the 
main agricultural export earner, and citrus posted record crops. Other agricultural 
exports, mostly fruits and vegetables to the Gulf, were further encouraged by special 
concessions that enabled exporters to apply export proceeds to the purchase of vehicles 
otherwise not available in the local market. 


In 1992, public sector investment is likely to be buoyant, as tenders are awarded and 
the government presses ahead with its public investment program. Priority is being 
given to energy projects to utilize both natural gas and associated gas currently being 
flared. Among the tenders likely to be awarded are contracts to convert existing power 
plants from oil to gas, the construction of new power plants using combined cycle 
technology, including the Japanese funded "Jandar" project, and the construction of gas 
gathering systems in central Syria, as well as separation plants and pipelines. Work 
on the irrigation delivery systems making use of water behind the al-Furat dam also 
will continue. A network of dams along the Khabour river, a Euphrates tributary, will 
further expand irrigated land. 


There are indications that private investment also will pick up, as investors take 
advantage of tax and import concessions under the new investment law. Among the 
projects now under consideration are chemicals, textiles, food processing, tourism, and 
public transportation. 
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Good winter rains, which in some areas have already exceeded annual averages, will 
boost both crop production and GNP. Provided that precipitation levels and 
distribution continue to be good, Syria should post record grain crops in 1992 in both 
wheat and barley. Oil production is likely to rise from the current 460,000 barrels 
per day, as new discoveries are made and development of light oil reserves continues 
apace. 


Despite these positive developments, the government will continue to face a number of 
serious economic challenges, including rising unemployment, maintaining the momentum of 
reform, and securing financing for the public investment program. Moreover, many 
private firms, formerly dependent on the Soviet trade, will have to diversify into new 
export markets to ensure their long-term survival. 


IMPLICATIONS FOR U.S. TRADE 


Traditionally, best prospects for U.S. exports to Syria have been agricultural 
products, and goods and services related to the development of the petroleum sector. 
They will continue to be the best prospets, although capital goods to rehabilitate 
public utilities and state enterprises will offer additional opportunities for U.S. 
firms able to capitalize on the excellent reputation of American products and the 
competitiveness of the U.S. dollar. Contracts in the public sector will be awarded 
through the official tender system. All transactions should be on a cash or secured 
letter-of-credit basis, with both public and private sector firms. 


Government procurement procedures pose special problems. Although foreign exchange 
constraints have eased, many public sector companies continue to favor barter 
arrangements not attractive to American suppliers. Formerly, bids on government 
tenders were considered to be indefinitely valid and letters of credit to secure bid 
bonds were not released until as much as four years after contract signing. Moreover, 
performance bonds were not released until the entire shipment had been received. 


Now, in most cases, proportional payment of performance bonds is permitted. Many 
government tenders include a clause allowing the bidder to cancel his bid at six month 
intervals, provided written notice is received within a stipulated time frame. If such 
a clause is not included in the tender, it can often be negotiated. Problems remain in 
the prompt return of bid/performance bonds, and some Syrian public sector entities 
reportedly have engaged in unfair or questionable practices. 


Syria participates in the Arab League boycott of Israel. Many Syrian Government 
tenders contain language unacceptable under U.S. anti-boycott law. In many cases, 
public sector agencies accept positive certification from U.S. companies in response to 
tender application questions. U.S. companies wishing to respond to Syrian Government 
tenders are well advised to contact the U.S. Department of Commerce Anti-boycott 
Compliance Office. 


U.S. Trade Controls: Trade controls on U.S. exports to Syria were first imposed in 
1979 as a response to Syria’s involvement with terrorism. They were expanded in 1986 
following Syria’s implication in the attempted bombing of an Israeli airliner at London 
Heathrow Airport. Among the affected items are aircraft, aircraft parts and computers, 
including components and supporting technologies. U.S. firms should contact the U.S. 
Department of Commerce before participating in tenders where the provision of products 
on the national control list may be involved. 


Under the 1986 sanctions, Syria is ineligible for all U.S. Department of Agriculture 
export enhancement programs, thus rendering U.S. wheat uncompetitive in the Syrian 
market. Finally, the Export-Import Bank of the United States and the Overseas Private 
Investment Corporation have suspended their programs in Syria, further disadvantaging 
U.S. exporters in meeting competition from other suppliers. 
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